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CC Docket Nos. 96-45 and 97-160 - FCC Workshop held on December 10-11,
1998 ~

Dear Ms. Salas:

On November 25, 1998, the Common Carrier Bureau ("CCB") of the Federal
Communications Commission ("FCC") issued a Public Notice announcing that it would be
holding public workshops on the input values to be associated with the forward-looking
economic cost model platform adopted by the FCC on October 28, 1998. I On December 10 - 11,
1998, the CCB held it's second and third workshops to discuss issues relating to plant specific
and plant non-specific expenses and material costs. During the workshops, the CCB encouraged
participants to file comments on the materials presented during the workshop proceedings.
BellSouth Telecommunications, Inc. ("BellSouth"), as a participant in the workshops, hereby
files these comments with the Secretary of the FCC.

The FCC Staff proposes to include General Support and Network Support expenses as
part of the inputs for plant-specific expenses. The factors for these two categories of expenses
are developed by dividing the Network Support expenses by the investment in Accounts 2112­
2116, and dividing the General Support expenses by the investment in Accounts 2121-2124.
While BellSouth handled these two categories of expenses on a per line basis in the BCPM 3.1,
BellSouth does not object to estimating expenses based on ratios of expense to investment levels.
However, there is significant danger in estimating expenses in this manner if the model

Common Carrier Bureau to Hold Three Workshops on Input Values to be Used to
Estimate Forward-Looking Economic Costs For Purposes of Universal Service Support, CC
Docket Nos. 96-45 and 97-160, Public Notice, DA 98-2406, release November 25, 1998.
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incorrectly estimates investments or if forward-looking investments significantly varies from
actual existing investments. If the forward-looking investments are understated (or overstated)
by the cost proxy model, then the forward-looking expenses, developed based on existing
expense to investment relationships, are also going to be missed. If the FCC uses their proposed
method of estimating these expenses as a percentage of investment, then the investments
generated from the "FCC synthesized model" must be tested for reasonableness. Commenters in
the workshops stated that the FCC synthesized model algorithms contain formulas that lower the
support investments, thus lowering these expenses.

The FCC plans to reduce forward-looking structure investment by applying structure
sharing factors. Structure sharing factors reduce investment by assigning some of the trenching,
pole and conduit costs to other utilities. However, while maintenance costs should be unaffected
by the use of structure sharing, the outcome from use of an investment based expense factor
would be to reduce maintenance expense as structure cost is reduced. Such an outcome would
be illogical. ARMIS expenses and investments reflect the level of structure sharing experienced
today. Any increased sharing of buried trenches, as proposed by the FCC, would significantly
reduce the investment in buried cable accounts generated by the model. However, one would not
expect the maintenance on that cable to be reduced. Therefore, the relationship of maintenance
expense to investment, as experienced and shown on ARMIS reports, will not be the correct
relationship to reflect maintenance cost. Here is an example:

ARMIS REPORTS:
45C Maintenance Expense
45C Investment (wi no sharing)
Expense Factor

FORWARD-LOOKING:
45C Maintenance Expense
45C Investment (wi 33% Sharing)
Expense Factor

$100 I year
$1000
$1001$1000 = 10%

$100 I year
$666
$1001$666 = 15%

According to the FCC proposal, structure investment is separately identified in the
HCPM model. However, upon closer examination of the FCC proposal and the presentation
prepared by the FCC Staff, this does not seem to be the case. If the FCC combines structure
costs into the cost of cable, then structure sharing factors would improperly reduce cable costs.
Structure investment must be separated from the cost of the cable because the structure sharing
factor applies to the structure only and not to the material.

Similarly, the selected fill (also known as utilization) factors will also impact expenses.
Fill factors higher than those experienced currently will lower the investment required, and thus
inappropriately lower expenses when expenses are developed as a percentage of investment
based on existing expense to investment relationships. In fact, if fill factors were as high as
those being considered by the FCC Staff, then maintenance expenses would increase as
technicians would have to spend more time locating a spare pair for use when a pair fails.
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The utilization percentages proposed by Staff for distribution cable are considerably
higher than the percentages endorsed by the LECs. Indeed, they are even higher than the
percentages endorsed by HAL There is no record to support the overly high utilization factors
endorsed by the FCC. If such high fills were pursued in the real world, the end result would be
cables that are filled to capacity in some areas, leading to the need for reinforcement cables.
Such cables are expensive and would be unpopular to homeowners, as lawns must be tom up,
etc.

The FCC's model uses one utilization input for both fiber cable and copper cable
(feeder). Such an approach is unwarranted and results in overly high utilization percentages
being applied to copper feeder cable, thus understating the investment.

The FCC requests comments on whether maintenance factors should be state specific,
company specific or a national average. BellSouth would propose that the expense/investment
ratios for General Support and Network Support be developed at a company level since many of
these expenses occur at the company level. The remainder of the plant-specific expense
categories should be determined at the state level for each company's territory.

The FCC suggests that a rolling average calculation of investments and expenses should
be used. While a rolling average might result in less fluctuation over time rather than only using
one year's data, BellSouth recommends the use of the latest available data to ensure that the data
used represents forward-looking data. Furthermore, BellSouth recommends that the expense
estimates be updated on a basis consistent with the updates of all the study inputs.

The FCC proposes to use composite Current Cost/Book Cost ("CC/BC") ratios to convert
booked investment to current dollars for use in developing the expense to investment ratios. The
CC/BC ratios proposed are average ratios that would be applied to all companies. This broad
average approach will result in companies with primarily new plant having their forward-looking
investments overstated, and companies with older (on average) plant having their forward­
looking investments understated. Company-specific, and perhaps state-specific, CC/BC ratios
seem more appropriate.

As BellSouth addressed in its ex parte letter, dated December 16, 1998, the FCC has
suggested using productivity offsets to adjust ARMIS expenses to forward-looking expenses.
BellSouth believes that forward-looking expenses should include both the impacts of inflation
and productivity offsets. BellSouth proposed forward-looking expenses to the FCC and to each
of its state commissions based on projections of its future expense levels. These forward-looking
expenses include the effects of inflation/deflation as well as productivity gains. Care must be
taken to ensure that appropriate expenses are determined by the cost proxy model. If the model
underestimates investments and also includes productivity offsets, the expenses generated by the
model based on expense to investment ratios could be significantly under-stated. The FCC has
also suggested that plant-specific expenses be adjusted for the exclusion of non-supported
expenses. If the investment identified by the model reflects supported services, then expenses
based on expense to investment ratios should represent only supported services.
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The FCC suggests the exclusion of non-forward-looking expenses and the exclusion of
expenses associated with service connection/disconnection activities. BellSouth agrees that
when using the ARMIS data as the starting point, adjustments should be made to remove
nomecurring expenses. Additionally, if the ARMIS data. includes one~time occurrences such as
re-engineering expenses, etc., those expenses should be excluded from forward~lookingexpenses
ifno comparable expenses are expected to occur in the future.

Also, in general, the FCC has not adequately defmed what is included in their proposed
input values nor have they adequately explained how their values were developed. The FCC has
not yet addressed some key input values that are a necessity to ascertain the accurate cost values.
Specifically, telco engineering and splicing costs have··been excluded from the FCC's initial
cable cost inputs. At the workshop, the FCC Staff recognized that these should be included but
have not ·yet done so.

In addition, BellSouth notes that several BellSouth inputs (e.g., SAl inputs), as filed with
the Commission on June I, 1998, appear to fall outside the FCC's "bighl1ow'~ range and no
explanation is given by the FCC as to why this data was not used in developing the highllow
range. BellSouth's reconunendatioDS are based on recent experience and contracts. It is not
clear how the FCC established the values for their high and low impact ranges.

It is almost impossible for BellSouth to effectively review input values that appear to still
be a work in progress. The infonnation received from the FCC is not clear or definite and makes
it difficult for BellSouth to evaluate the appropriateness of the FCC's proposed inputs values.
Once BellSouth receives all the infonnation needed to analyze the FCC data, it.will be able to
provide the Commission and the FCC Staff with a more complete evaluation of the inputs and
the cost-proxy model.

-Z:~~~
Richard M. Sbaratta

cc: Craig Brown
Katie King
Chuck Keller
Bob··Loube
Jim Eisner
Mike Cichello
JeffPrisbrey
Emily Hoflhar
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Federal Communications Commission
Accounting and Audits Division
Universal Service Branch
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100 North SenateAvenue, Room N501
Indianapolis, IN 46204-2208
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California Public Utilities Commission
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Florida Public Service Commission
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Federal Communications Commission
Commissioner Tristani's Office
1919 M Street, N. W., Room 826
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Mark Long
Florida Public Service Commission
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Sandra Makeef
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Des Monies, IA 50319

*Sheryl Todd
Federal Communications Commission
Accounting and Audits Division
Universal Service Branch
2100 M Street, N. W., Room 8611
Washington, D. C. 20554

Joel Ader
BellCore
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Washington, D. C. 20037

Carl Henderson
American Library Association Washington
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Suite 403
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Mary J. Sisak
MCI Telecommunications Corporation
1801 Pennsylvania Avenue, N. W.
Washington, D. C. 20006

Philip F. McClelland
Pennsylvania Office of Consumer Advocate
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*Kevin Martin
Federal Communications Commission
Commissioner Furchtgott-Roth's Office
1919 M Street, N. W., Room 802
Washington, D. C. 20554

Kevin Schwenzfeir
NY State Department of Public Service
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David L. Lawson
Scott M. Bohannon
AT&T Corporation
1722 I Street, NW
Washington, D. C. 20006

Gail Polivy
GTE Service Corporation
1850 M Street, N. W.
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Washington, D. C. 20036



Robert A. Mazer
Aliant Communications Company
Vinson & Elkins, LLP
1455 Pennsylvania Avenue, N. W.
Washington, D. C. 20004-1008

Paul A. Rowell
State of Florida
Department of Management Services
4050 Esplanade Way
Suite 260
Tallahassee, Florida 32399-0950

Jeffrey S. Linder
Education Networks of America
Wiley, Rein & Fielding
1776 K Street N. W.
Washington, D. C. 20006

Arnaldo A. Mignucci-Giannoni
Association of Competitive
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Leonard Mignucci & Perez-Giusti
33 Bolivia Street, Suite 530
Hato Rey, Puerto Rico 00917

Maria Tankeson Hodge
Legal Counsel- Virgin Islands
Public Services Commission
Hodge & Francois
1340 Taarneberg
St. Thomas, VI 00802

Colettee K. Bohatch
State of Florida
Department of Management Services
1575 Eye Street, N. W., Suite 300
Washington, D. C. 20005

Ira Fishman
Chief Executive Officer
Schools and Libraries Corporation
1023 15th Street, N. W.
Suite 200
Washington, DC 20005

Patricia Cottrell
Education Networks of America
Wyatt, Tarrant & Combs
Suite 1500, Nashville City Center
511 Union Street
Nashville, Tennessee 37219

Mitchell F. Brecher
Robert E. Stup, Jr.
Operator Communications, Inc.
D/B/A ONCOR Communications, Inc.

Fleischman and Walsh, L.L.P.
1400 Sixteenth Street, NW
Washington, DC 20036

Samuel E.Ebbesen
Chief Executive Officer
Virgin Islands Telephone Corporation (Vitelco
P. O. Box 6100
St. Thomas, U.S. Virgin Islands 00801-6100



Karen Finstad Hammel
Public Service Commission
State of Montana
1701 Prospect Avenue
Helena, MT 59620-2601

Jeffrey E. Smith
Comcast Cellular Communications, Inc.
Senior Vice President & General Counsel
480 East Swedesford Road
Wayne, PA 19087

Laura H. Phillips
Christian H. Burrow
Comcast Cellular Communications, Inc.
DOW, LOHNES & ALBERTSON, PLLC
1200 New Hampshire Avenue, N. W.
Suite 800
Washington, D. C. 20036

Wayne V. Black
C. Douglas Jarrett
American Petroleum Institute
Keller and Heckman LLP
1001 G Street, N. W.
Suite 500 West
Washington, D. C. 20001

Vernon M. Billy
Federal Relations Liaison
CSBA
3100 Beacon Boulevard
P. O. Box 1660
West Sacramento, CA 95691

Ira Fishman
Chief Executive Officer
Schools and Libraries Corporation
1023 15th Street, N. W.
Suite 200
Washington, D. C. 20005

James R. Coltharp
Comcast Corporation
Senior Director, Public Policy
1317 F Street, N. W.
8th Floor
Washington, D. C. 20004

Albert H. Kramer
Robert F. Aldrich
American Public Communications Council
Dickstein Shapiro Morin & Oshinsky LLP
2101 L Street, N. W.
Washington, D.C. 20037

Thomas M. Menino
Mayor of Boston
Boston City Hall
One City Hall Plaza
Boston, Massachusetts 02201

Thomas W. Hertz
Chief Executive Officer
Dakota Telecommunications Group, Inc.
P. O. Box 66
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Fiona Branton
Vice President and Chief Counsel
Information Technology Industry Council
1250 Eye Street, Suite 200
Washington, D. C. 20005

Paul 1. Berman
Alane C. Weixel
MacTel, Inc.
Covington & Burling
1201 Pennsylvania Avenue, N. W.
P. O. Box 7566
Washington, D. C. 20044

Lawanda R. Gilbert, Assistant Deputy
State of New Jersey
Division of Ratepayer Advocate
31 Clinton Street, 11 th Floor
P. O. Box 46005
Newark, NJ 07101

Cecilia Knight
State ofNorth Carolina
Department of Public Instruction
301 North Wilmington Street
Raleigh, NC 27601

Dr. Gail Tissier
Superintendent
Santa Maria-Bonita School District
Souza Student Support Center
708 South Miller Street
Santa Maria, CA 93454-6221

Winston E. Himsworth
President-Te1/Logic Inc.
E-Rate Central Coordinator
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11 96 Prospect Avenue
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Patricia Tumulty
Executive Director-New Jersey Library

Association
Box 1534
Trenton, N. J. 08607

James B. Hunt, Jr.
State of North Carolina
Office of the Governor
Raleigh, N. C. 27603-8001

Jim Broadwell
State Telecommunications
3700 Wake Forest Road
Raleigh, N.C. 27609

Peter M. Connolly
United States Cellular Corporation
Koteen & Naftalin
1150 Connecticut Avenue, N. W.
Washington, D. C. 20036



Lynn Greer
Sara Kyle
Melvin Malone
Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN 37243-0505

Sean Rush
Global Education Industry
Office of the General Manager
404 Wyman Street
Waltham, MA 02234

William W. Binek
Charles E. Johnson
State of North Dakota
Special Assistant Attorneys General
State Capitol
Bismarck, North Dakota 58505-0480

Robert J. Murphy
State of Connecticut
10 Franklin Square
New Britain, Connecticut 06051

Amaldo A. Mignucci-Giannoni
Association of Competitive

Telecommunication Providers, Inc.
Leonard Mignucci & Perez-Giusti
33 Bolivia Street, Suite 530
Hato Rey, Puerto Rico 00917

Howard J. Symons
Michelle M. Mundt
Mobiletel, Inc.
Mintz, Levin, Cohn, Ferris

Glovsky and Popeo, P. C.
701 Pennsylvania Avenue, N.W. - Suite 90C
Wahington, D. C. 20004

Jim Sullivan
Jan Cook
Charles B. Martin
State of Alabama
Alabama Public Service Commission
P. O. Box 991
Montgomery, Alabama 36101-0991

Bryan G. Moorhouse
Susan Stevens Miller
Maryland Public Service Commission
6 St. Paul Street
Baltimore, Maryland 21202

Richard H. Cowart
State of Vermont Public Service Board
112 State Street
Drawer 20
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Lorenzo Vilanova Alfonso
Insti-Call
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Union Plaza Building, Suite 801
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Hato Rey, Puerto Rico 00918



David W. Zesiger
Donn T. Wonnell
Independent Telephone & Tel. Alliance
1300 Connecticut Avenue, N. W.
Suite 600
Washington, D. C. 20036

Margot Smiley Humphrey
Julie A. Barrie
The Rural Telephone Coalition
NRTA
Koteen & Naftalin, LLP
1150 Connecticut Avenue, NW Suite 1000
Washington, D. C. 20036

Lisa M. Zaina
Stephen Pastorkovich
The Rural Telephone Coalition
21 Dupont Circle, N.W.
Suite 700
Washington, D. C. 20036

Anthony A. Das
Vice President
Corporate International Affairs
Startec
10411 Motor City Drive
Bethesda, MD 20817

Charles Kennedy
James Casey
Saddleback Communications
Morrison & Foerster LLP
2000 Pennsylvania Avenue, NW
Suite 5500
Washington, D. C. 20006

Janet Gail Besser
James Connelly
W. Robert Keating
Paul B. Vasington
Commonwealth of Massachusetts
100 Cambridge Street, 12th Floor
Boston, MA 02202

L. Marie Guilory
R. Scott Reiter
The Rural Telephone Coalition
NTCA
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Washington, D. C. 20027

Michelle M. Mundt
MobileTel, Inc.
Mintz, Levin, Cohn, Ferris

Glovsky and Popeo, P. C.
701 Pennsylvania Avenue N.W.
Washington, D. C. 20004

Debra M. Kriete
Schools and Libraries Corporation
1023 15th Street, N. W.
Suite 200
Washington, D. C. 20005

Joseph K. Witmer
Pennsylvania Public Utility Commission
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P. O. Box 3265
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Joe D. Edge
Tina M. Pidgeon
Puerto Rico Telephone Company
Drinker Biddle & Reath LLP
901 15th Street, N. W.
Suite 900
Washington, D.C. 20005

Amy Doughl
Commonwealth of Kentucky
730 Schenkel Lane
P. O. Box 615
Frankfort, KY 40607

Jo Anne Sanford, Chair
State of North Carolina
Utilities Commission
430 North Salisbury Street
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James L. Bradley
President
United Native American Telecommunications, Inc.
331 E. 87th Avenue
Anchorage, AK 99515

Judy Pletcher
Executive Secretary
Rural Iowa Independent Telephone

Association
1000 Walnut Street, #324
Des Moines, IA 50309

Dan Stanley
Andy Tompkins
State of Kansas
Department of Administration
Room 263-E
Topeka, Kansas 66612-1572

Karen Finstad Hammel
Public Service Commission
State of Montana
1701 Prospect Avenue
P. O. Box 202601
Helena, MT 59620-2601

Dr. Kevin 0'Grady
Minnesota Public Service Commission
121 7th Place East
Suite 350
St. Paul, Minnesota 55101-2141

Willaim K. Coulter
Coudert Brothers
1627 I Street, N. W.
Washington, D. C. 20006

Jane Walters
State Department of Education
State of Tennessee
Andrew Johnson Tower, 6th Floor
710 James Robertson Parkway
Nashville, TN 37243



William K. Coulter
Tennessee State Department of Education
Coudert Brothers
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Washington, D. C. 20006

Francis E. Fletcher, Jr.
National Telephone & Communications, Inc.
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1301 K Street, N. W., Suite 900, East Tower
Washington, D. C. 20005

Mitchell F. Brecher
Robert E. Stup, Jr.
Operator Communications, Inc.
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Washington, DC 20036

Ken Russell
ISDN-Net, Inc.
Three Maryland Farms
Suite 320
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Jeffrey D. Goltz
Sr. Assistant Attorney General
Attorney General of Washington
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Robert Tucker
President
Real World Advanced Technology, Inc.
501 Boyden Avenue
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Ted Colbert
Hotel Communications, Inc.
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Suite 114
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Ramsey L. Woodworth
Rudolph J. Geist
Integrated Systems and Internet Solutions, Inc
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1666 K Street, N. W. Suite 1100
Washington, D. C. 20006

Jane Walters
John Ferguson, Larry Haynes
William Snodgrass
Tennessee State Department of Education
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710 James Robertson Parkway
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Ted Moniski
Jill Hume
ATU Telecommunications
600 Telephone Avenue
Anchorage, Alaska 99503



Paul J. Berman
Alane C. Weixel
ATU Telecommunications
Covington & Burling
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P. O. Box 7566
Washington, D. C. 20044

Dana Frix
Tamar E. Finn
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Swidler Berlin ShereffFriedman, LLP
3000 K Street, N. W.
Washington, D. C. 20007-5116

Chris Barron
Regulatory Consultant
TCA, Inc. - Telecom Consulting Associates
1465 Kelly Johnson Blvd., Suite 200
Colorado Springs, CO 80920

Anne E. Keating
Counsel for Chief State School Officer
Kentucky Department of Education
500 Mero Street, First Floor
Frankfort, Kentucky 40601

Karlyn D. Stanley
Centennial Cellular Corporation
Cole, Raywid & Braverman, LLP
Second Floor
1919 Pennsylvania Avenue, N. W.
Washington, D. C. 20006-3458

Dr. Ben Johnson
Ben Johnson Associates
1234 Timberlane Road
Tallahassee, FL 32312

Maureen A. Scott
Arizona Corporation
1200 West Washington
Phoenix, Arizona 85007-2996

Gerard J. Duffy
Susan 1. Bahr
J.B.N. Telephone Company, Inc. (JBN)
Blooston, Mordkofsky, , Jackson & Dickens
2120 L Street, NW,. Suite 300
Washington, DC 20037

Carolyn E. Shellman
U. S. Network, Inc.
Bickerstaff, Heath, Smiley, Pollan
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1700 Frost Bank Plaza
816 Congress Avenue
Austin, Texas 78701-2443

Norma Paulus
State Superintendent of Public Instruction
Oregon Department of Education
255 Capitol Street, N.W.
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Sylvia Lesse
North State Telephone Company
Kraskin, Lesse & Cosson, LLP
2120 L Street, N. W.
Suite 520
Washington, D.C. 20037

Geneva S. Thigpen, Chief Clerk
North Carolina Utilities Commission
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Post Office Box 29510
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Robert 1. Murphy
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Keith R. Krueger
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R. Edward Price
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